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December 30, 2010 

 

Senate File 2088, Section 80 requires the Department of Administrative Services (DAS) to 1) complete an 

inventory of surplus and unused state properties other than historic buildings, including properties owned or 

under the control of the department of transportation, and recommend which assets could be sold at a 

premium price; 2) perform a lease audit and begin renegotiating office leases to obtain more favorable lease 

terms; and 3) explore potential opportunities for state agencies to sell some properties to a private sector owner 

and then lease them back.   

 

DAS is to submit a report to the general assembly by January 1, 2011, concerning the requirements of this 

section.  The report shall, if applicable, identify any statutory barriers for pursuing efforts described in this 

section and shall in clued in the report its findings and any recommendations for legislative action.   

 

 

1) Real Estate Audit—List of Surplus and Unused State Properties 

 

DAS periodically contacts property managers within the Executive Branch to determine whether any agency has 

identified real property as surplus.  Agencies contacted include DOC, DHS, DNR, and DPD.  It should be noted 

that these agencies (as well as DOT, which sells surplus property on a regular and routine basis) have specific 

authority for disposing of surplus real property.   

 

To date, DAS has not been notified that any agency has real property which is not in use and/or should be sold.    

 

Statutory barriers:  DAS does not have statutory authority to deem real properties as “surplus” and engage in 

selling of the same.  In fact, under 8A.321 (8) requires DAS to obtain authorization of a constitutional majority of 

each house of the General Assembly and approval by the Governor to dispose of real property belonging to the 

state and its state agencies.  While section 82 of SF 2088 allows DAS in conjunction with DOC and DHS to identify 

and sell real property, this is the limited, and the only authority provided to DAS to sell real property without 

approval from the general assembly and the Governor.   

 

 

2) Lease Audit—Statewide Lease Renegotiations 

 

DAS undertook a massive effort to renegotiate all leases for office space, both at the seat of government, and 

outside the seat of government.  The attached spreadsheets identify the savings associated with each lease that 

was renegotiated.   Through these efforts, DAS was able to achieve more than $4M in lease cost savings during 

the next few fiscal years.  (Refer to EXHIBIT A for statewide lease renegotiation details.) 
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3)  Sale and Leaseback of State Office Building Assets 

 

While there is some history of local governments and states selling assets, most recently, two other states have 

taken on such an initiative:  Arizona and California.   

 

ARIZONA  

 

Through five (5) underwriting firms, Arizona offered certificates of participation for shares in these buildings: 

 

•  The state Coliseum, $84.9 million  

•  Executive Tower (home to various state agencies and the Governor's Office), $43.9 million  

•  Legislative buildings, $37 million  

•  Archives Building, $29.5 million  

•  Department of Revenue, $30.9 million and its parking garage, $4.5 million  

•  Department of Public Safety headquarters, $53.3 million  

•  State hospital, $179.8 million  

•  Phoenix Day School for the Deaf, $29.5 million  

•  Four buildings at the Arizona State Prison Complex in Florence, $163.8 million  

•  Two units at the Eyman prison complex in Florence, $82.2 million  

 

Certificates of participation were offered in $5,000 increments.  The sales of these buildings produced $735M in 

revenue to the state.  The program is defined at this website: 

 

http://www.azdoa.gov/news/Arizona.COP.POS.5.27.10%20-%20FINAL.pdf  (Please note:  this document is 267 

pages in length) 

 

A press release from the Arizona Department of Administration details the results of the offering: 

 
The Director of the Department of Administration, on behalf of the State, moved forward yesterday with the successful sale of 
its Series 2010A Certificates of Participation in association with the sale and lease-back of State assets. As a result of the sale 
of the Certificates, the State will receive approximately $735.4 million of proceeds for deposit to the State’s General Fund. This 
financing approach will help offset the projected shortfall in the General Fund and address cash flow needs for the current 
fiscal year.  
 
The sale and lease-back of State assets was authorized by the Legislature and approved by the Governor as part of the 
budget solutions enacted for fiscal year 2009-10. Under this approach, key State assets are nominally sold to a bank trustee 
and simultaneously leased back to the State for the approximate 20-year term of the financing. By nominally selling the assets, 
the State is able to retain control of the facilities and continue to operate them as it normally would, subject to making the 
annual lease payments. The bank trustee uses the proceeds of the Certificates sold to investors to purchase the facilities from 
the State. The State then deposits this money into the General Fund. At the end of the financing term when the Certificates are 
repaid, the facilities are automatically released as collateral for the Certificate financing.  
 
Investor interest in the State’s Certificates was very strong over the two-day order period, with over $1 billion in orders to 
purchase the Certificates. Despite the State’s weakened fiscal condition and need to address projected budgetary shortfalls in 
the current and future fiscal year, investor interest was high due to the mission critical nature (or essentiality) of the facilities 
being used as collateral in the financing. The facilities include the Executive Tower, the Legislative buildings, the Department 
of Public Safety Headquarters, various State prison facilities and other assets of the State. According to David Raber, Interim 
Director of the Department, “Many of the large institutional investors noted the importance of the critical facilities being used as 
collateral as an important consideration in their decision to invest in the State’s financing.”  
 
As a result of the strong response from investors, the State was able to secure this important funding for the State’s General 
Fund at an overall true interest rate of approximately 4.57%, well below the expectation of many financial experts. According to 
Mr. Raber, “For the State to be able to borrow $735.4 million over a twenty-year period at an interest rate of 4.57% is very 
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helpful in addressing the State’s fiscal challenges, and reflects well on investors’ view of the State and the Governor’s efforts 
to address budgetary concerns going forward.”  
 

Arizona is scheduled to sell, in the ensuing months another block of assets with an estimated value of $300 M.  

 

CALIFORNIA 

 

In California, the sale-leaseback of state office buildings met with litigation by taxpayers.  Initially, a temporary 

injunction to stop the selling of the buildings was not granted, which would have allowed the California 

Department of General Services to sell 24 government buildings, hoping to raise $1.2 billion.  The taxpayers 

appealed, and an appellate court will rule soon on whether the sale can continue.  Likely, the new Governor will 

determine whether the state proceeds.      

 

California’s initial steps included evaluating which buildings should be put up for sale, and identifying what profit 

might be gained from the sale of the buildings.  The administration projected the state would receive $1.98 

billion from the sale of the buildings.  

 

California then conducted a competitive process to select a firm that would conduct the sale.  CB Richard Ellis 

was chosen, and could earn .08% of the total sales price, or about $1.6 million.  The proposed terms of the sale 

included the following items: 

a.  A lease term of 20 years, with an opportunity to extend for 30 additional years;  

b.  Automatic increase in the lease rates of 10 percent every five years, and could increase annually 

based on inflation; 

c.  The state would pay for gas and electricity occasional painting and re-carpeting; the private owner 

would pay for sewer, trash disposal, water, and other property management services, such as 

custodial services.   

 

IOWA 

 

DAS has identified these state office buildings for potential sale – leaseback arrangements: (Refer to Exhibit B for 

Fact Sheets on some of these buildings.) 

 

a. Central Energy Plant 

b. Facilities Maintenance Building (109 E. 13th Street) 

c. Grimes Building 

d. Hoover Building 

e. Jessie Parker Building 

f. Lucas Building 

g. Parking Ramp 

h. DPS Building 

i. Wallace Building 

j. 150 Des Moines Street (IWD satellite building) 

k. Workforce Development Building 

l. (former) Mercy Capitol Hospital (no fact sheet) 

m. 709 E. Locust (slated for demo; no fact sheet) 

n. 711 E. Locust (slated for demo; no fact sheet) 

o. Iowa Labs Facility, Ankeny (no fact sheet) 
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Other buildings that might be considered, but are outside the scope of DAS code responsibilities, include the 

state prisons, the IPERS building, the mental health institutes, DPS headquarters located throughout the state, 

DNR parks, including Honey Creek, Iowa Finance Authority, Regents institutions, such as the School for the Deaf 

and School for the Blind, Ola Babcock Miller, etc.   

 

Pros and Cons of Sale-Leaseback Initiative  

 

Pros 

 Up front benefit of one-time income to the general fund. 

 

Depressed real estate market may allow for lower than normal rent payments. 

 

Sale-leaseback may be attractive to investors, due to the guaranteed occupancy.   

 

Cons 

Higher annual costs to the State may occur as the State would make ongoing lease payments to the new owner 

that would likely be greater than the amount the state currently spends to own and operate the buildings.  

 

Selling at a low point in the market may result in less revenue. 

 

Unlike some  other States, the State of Iowa owns the buildings outright; there are no bond or other debt 

obligations on any of the buildings that might be sold.   

 

Loss of building control.   

 

Legislation Needed and Additional Next Steps 

 

In order to undertake and complete this initiative, DAS will need broad legislative authority that will allow the 

department to identify and sell surplus real property belonging to the state.  Also, an in-depth analysis of 

whether this initiative will work for Iowa is required.   

Additionally, funding and guidance are necessary to complete these tasks:   

 

1. Hire a consultant to help us identify buildings that should be sold, and to evaluate the worth of each.  

2. Determine how the sale should be structured.  

3. Identify the lease terms that are most advantageous to the great State of Iowa. 

4. Conduct the sale and collect proceeds.  

  

Recommendation 

 

At this time, DAS does not believe the benefits of such an initiative outweigh the risks and potential for long-

term debt.  We do not believe this is an avenue that will ultimately produce good results to the Great State of 

Iowa.   
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